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INDEPENDENT AUDITORS' REPORT

August 6, 2006

Lo FIRST 5 Santa Clara County
San Jose, California

We have audited the accompanying basic financial statements of FIRST 5 Santa Clara County
(Commission), a component unit of the County of Santa Clara, California, as of and for the year ended June
30, 2006 as listed in the Table of Contents. These financial statements are the responsibility of the
Commission's management. Our responsibility is to express an opinion on these financial statements based
on our audit. The 2005 financial statements were audited by Brach, Neal, Daney & Spence, 1LIP who
mesged with Burr, Pilger & Mayer, LLP as of July 1, 2006. Their report dated September 7, 2005 issued an
unqualified opinion on those statements,

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standatds,
issued by the Comptroller General of the United States. Those standagds require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement.  An audit also mncludes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as cvaluating the overall financial statement presentation.
We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Commission as of June 30, 2006, and the changes in its financial position for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated August 6, 2000, on
our consideration of the Commission's internal control over financial reporting and our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters,
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal contro! over
financial reporting or on compliance. That repott is an integral part of an audit performed in accordance
with Government Auditing Standatds and should be considered in assessing the results of our audit.



The Management's Discussion and Analysis on pages 3 through 6 and the Schedule of Statement of
Activities - Budget and Actual on page 22 are not a required part of the basic financial statements, but are
supplementary information required by accounting principles generally accepted in the Untied States of
America.  We have applied certain limited procedures, which consisted principally of Inquities of
management regarding the methods of measurement and presentation of the supplementary information.
However, we did not audit the information and express no opinion on it.

BURR, PILGER & MAYER LLP

Bu\rr‘/ Piige- él Mano Ly



FIRST 5
SANTA CLARA COUNTY
MANAGEMENT'S DISCUSSION AND ANALYSIS
June 30, 2006

FIRST 5 Santa Clara County was formed when voters approved Proposition 10 in November 1998, adding
an additional excise tax on cigarettes and tobacco related products to fund programs that promote, support
and improve early childhood development, for children prenatal through five years of age and their families.
Proposition 10 was designed to address the lack of public funding and support for early childhood
development in the wake of a growing body of scientific evidence indicating that the emotional, physzcal,
and intellectual environment that a child is exposed to prior to five years of age has a profound impact on
how his/her brain develops. The goal is for all young children in California to reach age five physically
healthy and to enter school ready to learn.

In March 1999 the Santa Clara County (County) Board of Supervisors created the ninc-member FIRST 5
Santa Clara County (FIRST 5) Commission. FIRST 5 is a public entity legally separate and apart from the
County, and is considered a component unit of the County due to the operational relationship between
FIRST 5 and the County.

Our Community Investment Strategy is based on extensive research and Commuanity feedback, which
resulted in the commission developing a clear strategy for making sound funding decisions for the programs
and services offered at FIRST 5. The funding strategy is consistent with the Vision, Mission and Goals of
the Organization and meets the FIRST 5 California mandate for serving all children prenatal through age 5.
The programs and services offered by FIRST 5 Santa Clara County are grounded in research and evidenced
based practices. The Commission adopted two funding strategies under which all investments were aligned:

Community Engagement and Education (Countywide)
High Risk {Targeted Impact)

These Primary strategies provide for continued funding of countywide programs designed to scrve all
children in the County, prenatal through age 5 and target impact programs that focus on children and
familics in specific communities and/or regions of the County. These strategies allow FIRST 5 to direct
resources to reach children prenatal through age 5 throughout Santa Clara County, while demonstrating
improved outcomes of children with high cumulative risk factors in targeted communities with the largest
number of children prenatal through age 5. FIRST 5 Santa Clara County is committed to ensuring that
effective programs and services to young childeen and their families are in place and sustainable.

As management of FIRST 5, we offer readers of our FIRST 5 financial statements this narrative overview
and analysis of the financial activities for the fiscal year ended June 30, 2006.

Overview of the Financial Statements

This discussion and analysis is intended to scrve as an introduction to FIRST 5's basic financial statements.
FIRST 5's basic financial statements comprise three components: 1) government-wide financial statements,
2) fund financial statements, and 3) notes to the financial statements.  This teport also contains other
supplementary information in addition to the basic financial statements themselves.



FIRST 5
SANTA CLARA COUNTY
MANAGEMENTS DISCUSSION AND ANALYSIS (Continued)
Tune 30, 2006

Government-wide Financial Statements. The government-wide financial statements are desioned to

2
provide readers with a broad overview of FIRST 5’s finances , i a manner similar to private sector business.
As such, FIRST 5 has recently adopted this format for their mtemal reporting,

The Statement of Net Asscts presents information on all of FIRST 5% assets and labilities, with the
difference between the two reported as net assets.

The Statement of Activities presents information showing how FIRST 5's net assets changed during the
most recent fiscal year, All changes in net assets are repotted as soon as the undetlying event giving rise to
the change oceurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported
m the statement for some items that wﬂl only result in cash flows in future fiscal periods (e.g. earned but
unused vacation leave). The government-wide financial statements can be found on pages 7 and 8 of this
report.

Fund Financial Statements. A fund is a grouping of related accounts that is used o maintain control
over resources that have been segregated for specific activities or objectives. T'und financial statements
report essentially the same functions as those reported in the government-wide financial statements.
However, unlike the government-wide financial statements, fund financial statements focus on near-term
inflows and outflows of spendable resoutces, as well as on balances of spendable resources available at the
end of the fiscal year.

Both the govc:mmenml fund balance sheet and the governmental fund statement of revenues, expenditures,
and changes in fund balance provide a 1cconc1lmuon to facilitate the compatison between governmental
funds and government-wide statements. The fund financial statements can be found on pages 9 and 10 of
this report.

Notes to Financial Statements. The notes provide additional information that s essential to a full
understanding of the data provided mn the government-wide and fund financial statements. The notes to the
financial statements can be found on pages 11-21 of this report.

Government-wide Financial Analysis

FIRST 5 uses government-wide financial reporting to provide a broad overview in a manner similar to the
private sector. In most cases, net assets may serve over time as a useful indicator of a government's
financial position. In the case of FIRST 5, assets exceeded liabilities by $95.8 million at the close of the
most recent fiscal year. The most significant portion of FIRST 5°s current assets of $95.2 million is its cash
and mvestments balance of $89.9 million. This represents resources received from the State Commission
from Proposition 10 taxes that have not been expended. The majority of cash and investments are
maintained by Merrill Lynch where interest earned is reinvested. The balance of cash is maintained in the
County’s cash and investment commingled pool where interest catned on FIRST 5% balance is appottioned
to FIRST 5. Another source of current assets resides in FIRST 5°s receivables due from the State
Commussion for Proposition 10 tax revenue. These receivables of $4.8 million represent taxes remutted by
the State but not received by FIRST 5 as of June 30, 2006.

FIRST 5 also reports total habilities of $5.8 million of which accounts payable represents $5.4 militon,
pPay _
primarily representing payments due on grant service contracts that had not been disbursed at year-end.

FIRST 5 net assets of $95.8 million decreased by $2.3 million ot 2.4% from the prior fiscal yeas



Assets:
Current and Other Assets
Capital Assets

- Total Assets
Total Liabilities

Net Assets:
Invested in Capital Assets
Restricted
Total Net Assets

Total Revenue
Lixpenses:
Salagies, Supplies & Service
Grant Lixpenscs

Total Expenses

Change m Net Asscts

FIRST 5

SANTA CLARA COUNTY
MANAGEMENT'S DISCUSSION AND ANALYSIS (Continued)

June 30, 2006

FIRST 5 Santa Clara County

1Y 2005/06

Condensed Statement of Net Assets

Y 2004/05

$ 95,166,828 g 104,825,214
6,499 445 1,696,400
101,666,273 106,521,614

§ 837,350 8,385,034

6,499 445 1,696,400

80,329 478 96,440,180

$ 95,828 923 $ 98,136,580

FIRST 5 Santa Clara County

1Y 2005706

Condensed Statement of Activities

Y 2G04/05

$ 28009 348 g 30,341,221
6,745,049 7,685,357
23,571,956 23,110,772
30,317,005 30,796,129

$ 2307657y $ (454,008)

% Change

-9.2%
283.1%
4.0%

-30.3%
283.1%

7.4%
2.4%

Total revenue consisting of Propositton 10 funds, interest, rental and investment income, State Commission
matching and loundation grants slightly decreased from $30.3 million to $28.0 million for the year ended
June 30, 2006, This decrease was primarily due to a reduction in the Proposition 10 revenue and the interest

and investment income.

-

Total expenditures decreased to $30.3 million, a decrease of $479 thousand from the prior vear.  This
decrease is primartly due to lower operating expenses.

[For the fiscal vear ended june 30, 2006, FIRST 5 reported a change in net assets of $2.3 million from the
) o 3 H -
prior year. This decrease represents the amount of expenditures 1 excess of revenues for the period ended

June 30, 2006.



FIRST 5
SANTA CLARA COUNTY
MANAGEMENT'S DISCUSSION ANID ANALYSIS (Continued)
June 30, 2006

Governmental Activities. FIRST 5 does not have business type activities and so the analysis presented
above for the government-wide financial statements also represents an analysis of FIRST 5 governmental
activities.

Financial Analysis of FIRST 5's Governmental Fund. For fiscal year ended June 30, 2006, FIRST 5
reported an eading fund balance of $89.5 million, a decrease of $7.1 million from the prior year. FIRST 5
has commutted 88.7% of the $89.5 million as shown below:

FIRST 5 Santa Clara County
Comautted Funds
Fiscal Year 2005/2006

Encumbrances $ 1,216,904
Approved Contracts Not Yet xecuted (Obligation) 28,036,349
Funds Invested in Capital Assets 6,199,445
Reserved for Firse 5 California Initiatives 9,367,739
Reserved for Program Sustainability 30,945,572
Reserved for Local Initiatives 3,333,651

Total Committed Funds % 79,399,660

In broad terms, “committed funds” represent the portion of the fund balance that have been set aside for
programs, projects, and activities to be conducted in the future according to our Community Investment
Strategy & Budget formally approved by our FIRST 5 County Commission. As a result these funds are
unavailable for uses other than the purposes for which they were designated.

Budgetary Highlights

Total expenditures wege $7.9 million less than budget due to the delay in start-up time for funded programs
and initiatives that were awarded i fiscal year ended June 30, 2006.

Capital Asscts and Debt Administration

Capital assets. 'IRST 5% capital assets for its governmental activitics as of Juae 30, 2006, amounted to
$6.5 million (net of accumulated depreciation). Capital assets include the purchase of ous new building,
furniture and equipment. See Note 3 to the Notes to the Financial Statements for a more detailed analysis of
changes in capital assets.

Debt administration. At the end of the cusrent fiscal year, FIRST § did not have any long-term
obligations outstanding.

Requests for Information

This financial report s designed to provide a general overview of FIRST 5 Santa Clara County’s finances for
all those interested. Questions concerning any of the information provided in this repost or reguests for
additional financial information should be addressed to FIRST 5 Santa Clara County, 4000 Moorpatk Ave.,
Suite 200, San Jose, California 95117,

6



FIRST 5
SANTA CLARA COUNTY
STATEMENT OFF NIZT ASSETS
June 30, 2006 and 2005

ASSTTS
2006 2005
Cash and investments k) 89,855,118 % 99,203,847
Interest receivable 398,860 533,122
Grant and other receivable 50,965 84,363
Due from the State - Proposition 10 4,827,153 4,978,862
Prepaids and other assets 34,732 25,020
Capital assets, net of depreciation 6,499,445 1,696,400
Total assets $ 101,666,273 § 106,521,614
LIABILITTES AND NET ASSIETS
Accounts payable $ 5,362,682 8§ 8,037,562
Accrued salaries and benefits 201,069 194,630
Accrued vacation payable 177,991 152,842
Orther accrued liabilities 95,608
Total habilities 5,837 350 8,385,034
Net Assets:
Invested in capital assets 6,499,445 1,696,400
Restricted 89,329,478 90,440,180
Total net assets b 05828923 % 98,134,580

Sce accompanying notes to basic financial statements,
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FIRST 5 Program xpenses:
Salaries and benefits
Supplies and services
Grant expendituzes
Depreciation

T'otal Program xpenses
& .

Program Revenue:
Operating grants and
contributions
Proposition 10 taxes
FFoundation and state
matching grants

Total Program Revenues

Net Program Revenue (Fxpenses)

General Revenue
Investment income
Rental income
Orther mmcome

Total Program Services

Change in net asscts

Net assets, beginning
of year

Net assers, end of
year

FIRST 5
SANTA CLARA COUNTY

STATEMENT OF ACTTVITIES
For the Years IZnded June 30, 2006 and 2005

8

2000 2005

% 4498434 ¢ 4,390,148
2,019,811 3.248.760
23,571,956 23,110,772
226,804 46,449
30,317,005 30,796,129
23,406 400 24,268,679
2.091,587 2,865,232

25,497 987 27133911
(4,819,018) (3,662,218)
2197111 3,001,872

80,585 -

227665 205,438
2,511,361 3,207,310
(2,307,657) (454,008)
08,136,580 98,591 488

§ 095828923 § 98,136,580

See accompanying notes 1o basic financial statements.



FIRST 5
SANTA CLARA COUNTY
BALANCE SHEFT - GOVERNMENTAL FUND
June 3G, 2006 and 2005

ASSETS
20006 2005
Cash and investments $ 89,855,118 % 99,203,847
Interest receivable 398,860 533,122
Grant and other receivable 50,965 84,363
Due from the State - Proposition 10 4,827,153 4,978,862
Prepaids and other assets 34,732 25,020
Total assets % 05,166,828 § 104,825,214

LIABILITIES AND FUNID BALANCE

Liabilities:

Accounts payable % 5,362,682 % 8,037,562
Accrued salaries and benefits 201,669 194,630
Other acerued liabilities 45,608 -

Total Habilities 5,659,359 8,232,192

[fund Balance:
Reserved for encumbrances 1,216,904 5,339,890
Unreserved:
Designated for School Readiness,

Regional Partnership and Other
Programs 40,737,739 28,445 352
Undesignated 47,552,826 62,807,780
Total fund balance 89,507 469 96,503,022
Total liabilities and fund balance $ 95,166,828  § 104,825,214

RECONCILATION OF THE BALANCE SHERET - GOVERNMIENTAL
FUND TO THE STATEMENT OF NIET ASSITS

IFund balance - from above $ 89507409  § 96,593.022

Amount reported in the Statement of Net Assets
are different because:

Capital assets used in governmental activities
are not {inancial resources and, therefore, are
not reported in the governmental funds. 6,499 445 1,696,400

Accrued vacation payable is not due and payable
with current financial resources and is not
reported 1a the governmental funds. (177,991) (152,842)

Net Assets $ 95,828,923

98,136,580

See accompanying notes o basic fnancial statements.
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FIRST 5
SANTA CLARA COUNTY
STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUNID BALANCE - GOVERNMENTAIL FUND
For the Years Ended June 30, 2006 and 2005

2006 2005
Revenues:
Propositton 10 taxes $ 23,406,400 § 24268679
Foundation and state matching grants 2,091,587 2,865,232
Investment income 2,197,111 3,001,872
Rental income 86,585 -
Other revenue 227,665 205,438
Total revenues 28,009 348 30,341,221
Expenditures:
Current:
Salaries and benefits 4,473,285 4,365,921
Supplies and services 2,019,811 3,248,760
Grant expenditures 23,571,956 23,110,772
Capital outlay 5,029 849 1,683 382
Total expenditures 35,094,901 32,408,835
Change i fund balance (7,085,553} (2,007,614
Fund balance, beginning of year 96,593,022 98,600,636
Fund balance, end of year $ 89,507 469  § 96,593,022
RECONCILATION OF THIE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGE IN FUND BALANCI - GOVERNMENTAL FUND TO THE
STATEMENT OF ACUTVITIES
Nel change in fund halance - from above $ (7,085,553 § (2,067,614

Amount reported in the Statement of Activities
are different hecanse:
Governmental funds report capital outlay as expenditures.
However, in the Statement of Activities, the cost of
those assets is allocated over their estimated useful

lives and reported as depreciation EXPEnse.

Expenditures for general capital assets 5,029,849 1,683,382
Less current year depreciation {226,804) (46,449)
The change in accrued vacation payable reported

in the Statement of Activities does not require
the use of current financial resources and

therefore is not reported as expenditures in

governmental funds. (25,149 {24,227)
Change in Net Assets ) 2,307,657y § (454,508)

See accompanying notes o basic lnancial statements,

10



NOTE T -

FIRST 5
SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FORTHE YEARS ENDED JUNE 30, 2006 ANID 2005

SUMMARY QF SIGNIFICANT ACCOUNTING POLICIES

Reporting intity

The Santa Clara County Board of Supervisors created the Commission on March 30, 1999,
under the provisions of the Act. The Act became law in 1998 when California (State) voters
approved Proposition 10, authorizing the State to levy a tax on tobacco products to pay for
programs to promote the healthy development of young children. The Commission is a
public entity legally separate and apart from the County. The purpose of the Commission is
to develop, adopt, promote and implement catly childhood development programs 1n the
County consistent with the goals and objectives of the Act. The Commission's programs are
funded by the taxes imposed by Proposition 10.

The Commission consists of nine members appointed by the County Board of Supervisors.
The Commission 1s considered a component unit of the County due to the operational
selationship between the Commission and the County; therefore, the Commission's financial
statements are included in the County's Comprehensive Annual Financial Report.

CGovernmental Accounting Standards Bowrd Statements and Iaterpretation

The financial statements ate prepared 1 accordance with GASB Statement No. 34, This
statement affects the manner in which the Commission records transactions and presents
financial information,

Management's Discussion and  Analysis - GASB Statement No. 34 requires that financial
statements be accompanied by a narrative introduction and analytical overview of the
Comnussion's financial activities in the form of "management’s discussion and analysis"
(MID&A). This analysis is similar to the analysis provided in the annual reports of private-
sector organizations.

Governpmeni-wide Vinancial Statements - The reporting model includes financial statements
prepared using full accrual accounting for all of the Commission's activities. ‘This approach
includes not just current assets and liabilities but also capital and other long-term assets as
well as long-term habilities. Accrual accounting also reports all of the revenues and costs of
providing services each year, not just those received or paid i the current year or soon
thereafter.

Statement of Net Assets - The Statement of Net Assets is designed to display the financial
position of the government. The net assets of the Commission are broken down into two
categories - invested in capital assets and restricted.

Statenent of Activities - The Statement of Activities reports expenses and revenues in a format

that focuses on the cost of the Commuission's function. The expense of individual functions
1s compared to the revenue generated ditectly by the function.

11



NOTE 1 -

FIRST 5
SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Governmental Accounting Standards Board Statements and Interpretation (Continued)

Accordingly, the Commission has recorded certain other long-term asscts and liabilities in
the Statement of Net Assets, and has reported all revenues and the cost of providing services
under the accrual basis of accounting in the Statement of Activities.

Statement No. 38. The Commussion adopted the provisions of GASB Statement No. 38,
"Certain Financial Statement Note Disclosures."  This statement modifies, establishes and
rescinds certain financial statement disclosure requitements.  Accordingly, certain footmote
disclosures have been revised to conform to the provisions of GASB Statement No. 38.

Intetpretation No. 6. The Commission adopted the provisions of GASB Interpretation
No. 6, "Recognition and Measurement of Cestain Jiabilities and Expenditures 1n
Govemmental Fund Financial Statements.”"  This mnterpretation clarifies the application of
standards for modified accrual recognition of certain liabilities and expenditures in areas
where differences have arisen, or potentially could arise, in mterpretation and practice. This
interpretation impacts the fund level financial statements required by GASB Statement No.
34 but has no direct impact on the government-wide financial statements.

Basis of Presentation and f,\ccoum'ing-

Crovermmeni-wide Financial Siatements

The Statement of Net Assets and Statement of Activities display nformation about the
primary government (Commission). ‘These statements include the financial activities of the
overall government.

The Statement of Activities presents a comparison between direct expenses and program
revenues for the Commission’s governmental activity. Direct expenses are those that are
specifically  associated with the Commission. Program revenues include grants and
contributions that are restricted to meeting the operational ot capital requirements of the
Commission. Revenues that are not classified as program revenues, inchuding investment
income, are preseated instead as genetal revenues.

The government-wide financial statements ate reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when carned
and expenses are recorded at the time Habilities are incurred, regardless of when the related
cash flows take place. Nonexchange transactions, in which the Commission gives (o1
teceives) value without directly receiving (or giving) equal value in exchange, include
Proposition 10 taxes, grants, entitlements and donations.  Revenues from Proposition 10
taxes are recognized when all cligibility requirements are met which coincides with the State
apportions Proposition 10 tax revenues to the Commission. Revenues from grants,
entitlements and donations are recognized mn the fiscal year in which all eligibility
requirements have been satisfied.



NOTE 1 -

FIRST 5
SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FORTHE YEARS ENDED JUNE 30, 2006 AND 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Government-wide Vinancial §tatements (Continued)

Separate financial statements are provided for the governmentai fund. The governmental
fund financial statements are reported using the current financial resources measurement
focus and the modified accrual basis of accounting.

Under this method, revenues ate recognized when measurable and available to finance
expenditures of the current period.  Proposition 10 apportdonments, grant revenues and
mvestment mcome are accrued when their receipt occurs within ninety days after the ead of
the accounting period so as to be both measurable and available. All receivables are
expected to be collected within the current year. Expenditures are generally recorded when a
liability is incurred, under the accrual basis of accounting. In the current year, the bulk of the
accounts payable balance (approximately 94% and 90% at June 30, 2006 and 2005,
respectively) relates to payables owed to contractors used in the operation of the
Commussion's programs. ‘The balance relates to miscellancous accounts payable.  General
capital assets acquisitions are reported as expenditures in the governmental fund.

Non-current Govesnmental Assets/Liabilitics

GASDE Statement No. 34 climinates the presentation of account groups, but provides fog
these records to be maintained and incorporates the information into the Government-wide
Statement of Net Assets.

Accounts Recetvable

Significant receivables included amounts due from the State of California for Proposition 10
taxes and the County of Santa Clara for carnings on commission funds held in the County’s
commingled pool. These receivables are due within onc year.

The Commission utilizes the allowance method for recognizing bad debts. Management has
determined that no allowance for bad debt is required.

Capital Assets

This includes furniture and equipment, building and building improvements that are
reported as governmental activity in the Statement of Net Assets. Capital assets are defined
as asscts with an initial individual cost of $5,000 or more and an estimated useful life in
excess of one yeat. [Donated capital assets are recorded at estimated fair market value at the
date of donation. Ifurniture and equipment, building and butlding improvements ate
depreciated using the straight-line method over the following estimated useful fves:

Fueniture and equipment 5 yeats
Building 20 years
Building improvements 20 years

13



NOTE 1 -

FIRST 5
SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THI YREARS ENDED JUNFE 30, 2006 AND 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POILICIES (Continued)

Accrued Vacation and Sick Leave Pay

Vacation pay, which may be accumulated up to six weeks, depending on the employec's
length of service, is payable upon termination.

Sick leave accrues at approximately 3 hours per pay period and is not limited by how much
may be accumulated. Sick leave earned 15 non-vesting and cmployees are not reimbursed for
accumulated sick leave upon termination.

The Commission accrues for all salary-related items in the government-wide financial
statements for which they ate liable to make a payment directly and incrementally associated
with payments made for compensated absences on termination. ‘The Commission includes
its share of Social Security and Medicate payments made on behalf of the employees in its
accrual for vacation.

loundation Grants

Foundation grants include funds received from 501(c)(3) not-for-profit and community
hased organizations to promote the Commission's stated objectives.

Iistimates

The preparation of basic financial statements in conformity with accounting principles
generally accepted in the United States of America (GAAD) requires management to make
estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

Budget and Budgetary Reporting

The Commission is requited to prepare a budget each year based on estimates of revenues
and expected expendituges.  The budget 15 adopted on a basis consistent with GAAT.
Budgetary control is exercised at the major object level. All changes to the budget duning the
year require the approval of the Commission. All unencumbered annual appropriations
fapse at the end of each fiscal year.

Reservations of Fund Balance

Reservations of fund balance of the governmental fund indicate that porton of fund cquity
which is not available for appropriﬂtion for expenditure or 1s legally segregated for a speaific
future use. Following is a description of the nature of certain reserves.

Reserve for Fincumbrances - A veserve s set aside for certain contractual obligations that the
Commission has with its sub-recipients in the operaton of programmic activities. These
obligations in the cutrent year do not constitute expenditures or liahilities, but once the sub-
recipient fulfills certain eligibility requirements, will represent expenditures or habilities,

14



INCTE 2 -

FIRST 5
SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNT 30, 2006 AND 2005

CASH AND INVESTMENTS

The Commission had the following cash and investments at June 30:

2006 2005
Cash:
Commercial Banks $ 3,040,687 $ 3,196,450
County Commingled Pool 35,685,840 65,541,386
38,726,527 68,737,836
[nvestments:
U.S. Treasuries $ 13,067,266 $ 9,022,105
U.S. Agencies 22 448 422 11,929,400
Corporate Bonds 14,782,550 9,097,129
Money Funds 339,694 123,366
Accrued Interest 490,659 294,011
51,128,591 30,466,011
Total Cash and Investments $ 89,855,118 $ 99,203,847

At June 30, 2006 and 2005, cash and investments of $35,685,840 and $65,541,386 are held in
the County's commingled pool, which is managed by the County Treasurer. The difference
between cash held in the County Treasury and cash recorded on the Commission's books as
being held by the County Treasurer is reflective of checks outstanding that have been
recorded on the Commission's books, but not recorded by the County. The County's
Treasury Oversight Committee is responsible for the regulatory oversight of the commingled
pool.  The County reports all of its investments, including the investments of fts
commingled pool, at fair value. The County Treasurer determines the fair value of the pool
on a monthly basis, based on quoted market prices. The value of the pooled shares that may
be withdrawn 1s based upon amortized cost, which is different than the fair value. Realized
and unrealized eamings and losses are allocated annually to commingled investment pool
participants based on the participants' average daily cash balance relative (o the entire pool.
Information regarding the County's cash and investments, including custodial risk categories,
collateral, and matusitics, can be found in the Notes of the County's basic financial
statements.  The Commission also maintains cash in separate bank accounts. The
Commission's carrying amount for its cash recorded in separate bank accounts was
$3,040,688 and $3,196,450 for the years ended June 30, 2006 and 2005, respectively. The
Commission maintains its cash and cash cquivalents in commercial checking and money
market accounts. Periodically throughout the year, cash is maintained at the various banks in
excess of insured (FIDIC) amounts of $100,000.
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SANTA CLARA COUNTY
NOTIS TO BASIC FINANCIAL STATEMENTS
FORTHE YEARS ENDID JUNE 30, 2006 AND 2005

NOTE 2 -

CASH AND INVESTMENTS - (Continued)
Cash and mvestment income/(loss) at June 30, 2006 and 2005 is as follows:

2000 2005

Realized gain/(loss) on matured/

sold investiments $ {89,906y 8§ (169,4006)
Unzealized gain/(loss) in changes in fair value of

mnvestments {980,598) 12,626
Net gain/(loss) (1,070,504) (156,780)
Interest income 3,267,615 3,158,652

Total investment income $ 2,197,111 3 3,001,872
Risk Disclosures:
Interest Rate Risk - The Commission utilizes Merrill Lynch to manage its investment

portfolio of Government and Corporate bonds in accordance with the Commission’s
mvestment policy.  The policy’s three main objectives include: safeguarding of principal,
meeting the liquidity needs of the Comnussion, and achieving a competitive rate of return.
The Commission’s policy indicates all eligible investments and requirements must comply
with Government Code Section 53635.2.

As of June 30, 2006, the Commission had the following investments and maturitics:

Investment Type

Fair Value

Less than 1 Year

1-5Years

U.S, Teeasuries $ 13,067,266 $ 3,225,105 ) 9,842,161
U.S. Agencies 22,448,422 6,501,288 15,947,134
Corporate Bonds 14,782,550 4,989,907 9,792,643
Money FFunds 339,694 339,694 -
Accrued Interest 490,659 490,659 -

$ 51,128591 $ 15,546,653 $ 35,581,938

As of June 30, 2005, the Commission had the following investments and maturities:

Investment Type

Fair Value

Tess than 1 Year

-5 Years

LS. Treasuries $ 9022105 $ 4,037,360 ¥ 4,984,745

U.S. Agencies 11,929,400 - 11,929 400

Corporate Bonds 9,097,129 1,013,680 8,083,449

Money Funds 123,366 123,366

Accrued Interest 294011 294010 -
$ 30,466,011 $ 5,468,416 4 24,997 554
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SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

NOTE 2 - CASH AND INVESTMENTS - (Continued)
Risk Disclosures (Continued):

Credit Risk - State law limits investments in commercial paper and corporate bonds to the
top two ratings issued by nationally recognized statistical rating organizations (NRSROs).

At June 30, 20006, the Commission’s credit risks, expressed on a percentage basis, are as
follows:
Investment Credit Quality Rating  Fair Value at % of
Type Moody S&P June 30, 2006 Investment

LS Lreasiry:

LS, Treasury Notes AAA AAA $ 13,067,266 25.6%

Federal Farm Credit Bank (FFCB) AAA AAA 4 343 366 8.5%
Pederal Home Loan Mortgage

Coproration (FHLMC) AAA AAA 6,501,289 12.7%
Federal Home Loan Bank (FHILB) AAA AAA 1,920,000 3.8%
Federal National Mortgage

Assocition {FNMA) AAA AAA 9,683,766 18.9%

Corparate Bonds

IBM CORP Al At 1,747 234 3.4%
Beli South Corp A2 A+ 1,497,135 2.9%
Wachovia Corperation AAN3 A+ 1,745,538 3.4%
Wal-Mart Stores AAZ AA 1,728,370 3.4%
Goldman Sachs Group, Inc. AA3 At 1,712,533 3.3%
Wells Fargo Company AA1 A- 1,446,600 2.8%
Household Finance Corp. AA AA- 1,760,763 34%
Citgroup Inel. AAT AA- 1,443,255 2.8%
General Blectric Cap Cor AAA AAA 1,701,123 3.3%
Money unds Not Rated 339,694

Accrued Interest Not Rated 490,659

$ 51,128,591
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FIRST 5

SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

CAPITAL ASSETS

and 2005:

Governmental Activities

Furniture and equipment
Building improvements
Building
Land

Total

Less accamulated

depreciation for:
Furniture and equipment
Building improvements

Bulding
Accumulated depreciation

Total capital assets, net

Governmental Activities

Furniture and equipment

Leaschold improvements

Building improvements
Total

F.ess accumulated

depreciation for:

Furniture and equipment

Leaschold improvements

Building improvements

Accumulated depreciation

Toral capital assets, net

The following is a summary of changes in the capital assets for the year ended June 30, 2006

Balance Balance
July 1, 2005 Additons Retirements June 30, 2006
$ 457731 % - % 0 (192,730) % 265,001
1,401,050 175,214 (311,399 1,264,865
; 3,000,908 3,000,908
) 2,357 856 ) 2,357,856
$ 1858781 § 5,533,978 §  (504,129) § 06,888,630
$ 156,162 § 39,091 § - % 195,253
6,219 02,675 - 68,894
- 125,038 - 125,038
$ 162,381 226,804 - 389,185
$ 1,0696400 % 5,307,174 % (504,129) § 6,499,445
Balance Batance
July 1, 2004 Additions Retirements June 30, 2005
$ 0 175398 % 282333 % - % 457,731
96,987 - {96,987 -
- 1,401,050 - 1,401,050
$ 272385 % 1,683,383 § 96,987y § 1,858,781
0 115934 § 40,228 % - % 150,162
96,984 - (96,984)
- 6,219 - 6,219
212,918 46,447 (96,5984) 3§ 162,381
$ 59467 % 1,636,936 % 3§ 1,696,400
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FIRST 5
SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNE 30, 2006 AND 2005

CAPITAL ASSETS - (Continued)
Depreciation is allocated 11 total to the Commission's prograin expense.

Total retirements ndicated above include undepreciated work in process aceruals at June 30,
2005 which were subsequently paid by the seller of the new building through escrow.

POST EMPLOYMENT BENIEEFITS

Pension Plans - Description

In November 2001, the Commission's board approved the implementation of an Internal
Revenue Code Section 401(a) retrement plan (the Plan) effective Januvary 1, 2002 for ail
Commission employees.  The Plan is a defined contribution plan administered by the
Unified Trust Company. The Plan is open to all employees, excluding temporary employees
who work less than 20 hours per week. Currently, 48 employees are enrolled in the Plan.
The Plan provides retirement benefits based on the employee's salary and years of service.

The Plan requites employer contributons of 7% of employcees’ annual salanes and wages.
Employees vest 100% after three years of employment service.  Imployer contributions
were $193,806 and $195,151 for the years ended June 30, 2006 and 2005, respectively. The
contribution requitements of Plan members and the Commussion are established by and may
be amended by the Unifted Trust Company.

Deferred Compensation Plan

The Commission also offers its employees a deferred compensation plan created m
accordance with Internal Revenue Code Section 457 (457 Plan). The 457 Plan, available to
all employees excluding part-time employees who work less than 20 hours 2 week, permits
them to defer a porton of their salary untl future years. The Commission contributes a
dollar for dollar match on the clective deferrals 0 a maximum of 5% of each employee's
annual compensation. The Commission's contributions were §$136,376 and $122,321 for the
years ended June 30, 2006 and 2005, respectively, The 457 Plan is administered by the
Unified Trust Company. The Commussion has no administrative involvement and does not
perform the investing function. The Commission remits deferred compensation plan
contributions to the 457 Plan Administrator every pay period.
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NOTI 6 -

FIRST 5
SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FOR THE YEARS ENDED JUNI 30, 2006 ANIL 2005

OPERATING LEASES

Duting the year ending June 30, 2005, The Commission entered mto a ten year agreement to
lease a facility in San Jose, CA. The lease requires base monthly payments of $36,599 with a
3% annual escalation clause. The agreement includes an option to extend the lease for an
additional five year period. Additionally, the agreement contains a purchase option for
$5,470,000 which expites one year from the commencement date. During August 2005, the
Commission exercised its option to purchase this facility.  As such the lease agreement
ceased.

The Commission leases equipment under non-cancelable operating leases with terms of
thirty-six months. Future minimum rental payments under operating leases with mnitial or
remaining non-cancelable lease terms in excess of one year are as follows:

Year Ending

June 30,
2007 $ 7,850
2008 3,113

3 10,969

Rental expenditures for the year ended June 30, 2006 and 2005 totaled $104,779 and
$335,739, respectively.

The Commission leases a portion of its San Jose facility to third parties under non-cancelable
lease agreements which extend into the future. Minimum lease payments to be received as

of June 30, 2006 for each of the next five yeass are as follows:

Year inding

June 30,
2007 3 82,398
2008 29,296
2009 14,033
2010 14,0633
2011 12,864

$ 152,624

Total rental income for the year ended june 30, 2006 and 2005 totaled $86,585 and $0,

respectively.

RISK MANAGEMENT

The Commission is exposed to various tisks of loss related to torts; theft of, or damage to,
and destruction of assets; crrors and omissions; injuries to employees; natural disasters,
unemployment; and health benefits to employees.  The Commission has purchased
insurance to cover general Hability up to $5 million, criminal bond up to $10 millson, workers
compensation up to $1 million, and propesty insurance up to $20 million.
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SANTA CLARA COUNTY
NOTES TO BASIC FINANCIAL STATEMENTS
FORTHE YEARS ENDED JUNIE 30, 2006 ANID 2005

NOTE 7 - GRANT ENCUMBRANCIES

At June 30, 2006 and 2005, the Commission's remaining commitment with grantees was as

follows:
Remaining Remaining
Commitment Commitment
at at

Projects June 30, 2006 June 30, 2005
Early Childhood Tastitute $ 1,108,076 § -
Center for Learning and Achievement - 174,579
Prenatal Home Based Visitation - 628,733
Iarly Learning Initiative - 1,257,996
Corporation for Standards and Outcomes - TRT7,795
Read Aloud Collaborative - 40,023
Art Hnrichment - 135,388
Family Court - 236,307
Fast Imnative - 383,072
Regional Partnership - 820,997
Community Awarcness - 725,000
Miscellaneous Grants 108,828 150,000
Total $ 1,216,904  § 5,339,890
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SANTA CLARA COUNTY

SCHEDULE OF STATEMENT OF ACTIVITIES

BUDGET AND ACTUAL

For the Year Eaded June 30, 2006

Variance with
Firal Budger

Original inal Actual Positive
Budget Budget Amount (Nepative)
Revenues ‘
Proposition 10 taxes ¥ 21,885,900 % 21,885,900 23406400 % 1,520,500
Feundation and state matching
grants 2,993,200 2,993,200 2,091,587 (901,613)
Iovestment income 2,541,700 2,541,700 2,197,111 (344,589
Other revenue 302,000 302,000 314,250 12,250
Towl revenues 27,722 800 27,722,800 28,009,348 286,548
Expenditures
Current;
Salaries and benefits 5,032,600 5,032,600 4,498,434 {(534,160)
Supplies and services 3,053,100 3,053,100 2,246,615 {(8006,485)
Grant expenditures 29,759,500 30,127,300 23,571,956 (6,555,344)
Total expenses 37,845,200 38,213,000 30,317,005 (7,895,895)
Change in net assets $ (10,122.400)  § (10,490,200) (2,307,657 § 8,182,543
Net assets, beginning of year 98,136,580
Net assets, end of year 05,828,923
1 The above budgetary information was prepared using the same methodelogies as the preparation of

the government wide fnancal statements which include a provision for depreciation and acerued

vacation expense.

[£%)
=

Total actual expenditures in the current year were less than budget due to a reduction in the grant

expenditure category. This reduction was due to wtal encumbered and commiteed grant amounts not
fully realized during the contract term.

See accompanying notes to basic financial statements,
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INDEPENDENT AUDITORS' REPORT
ON SUPPLEMENTAL INFORMATION

August 6, 2006

To FIRST 5 Santa Clara County
San Jose, California

Our report on our audit of the basic financial statements of FIRST 5 Santa Clara County for year
ended June 30, 2006 appears on page 1. That audit was conducted for the purpose of forming an
opinion on the basic financial statements taken as a whole. The Schedule of Governmental Fund
Balance and Statement of Revenues & Fxpenditures for the year ended June 30, 2006 1s presented
for purposes of additional analysis and is not a required part of the basic financial statements;
however, are required by the California Children & Families Commission. Such information has not
been subjected to the auditing procedures applied in the audit of the basic financial statements, and,
accordingly, we express no opinion on it.

BURR, PILGER & MAYER LLP

@uu‘f) Ptu&e/-% Ma e g
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SANTA CLLARA COUNTY
SCHEDULE OF GOVERNMENTAL FUNID BALANCE
For the Year Ended June 30, 2006

T'otal Fund Balance $ 89,507 469

Committed Funds

Fincumbrances $ 1,216,904
Approved Contracts Not Yet Exectued (Obligations) 28,036,349
Funds Invested in Capital Assets 6,499 445
Reserved for FFirst 5 Califorma Initiatives 9,367,739
Program Sustainability 30,945,572
Reserved for Local Initiatives 3,333,651

Total Comnutted Funds $ 79,399,660

Uncommitted Funds

10,107,809

See accompanying notes to supplemental schedule.
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SANTA CLARA COUNTY
NOTES TO SCHEDULE OF GOVERNMENTAL FUND BALANCE
For the Year Ended June 30, 2006

Basis of Presentation:

Reservations of fund balance of the governmental fund indicate that portion
of fund equity which is not available for appropriation for expenditure or is
legally segregated for a specific future use. Following is a description of the
nature of certaln reserves.

Reserve for Timgeymbrances - A reserve is set aside for certain contractual
obligations that the Commission has with its sub-recipients in the operation
of programmic activities. These obligations in the current year do not
constitute expenditures or liabilities, but once the sub-recipient fulfills certain
eligibility requirements, will represent expenditures or liabilities.

pproved Contracts Not Yot Fixecnted (Oblgations) - A reserve is established for
situations where the Commission has exphcitly authorized and directed staff
to enter into an agreement with a specified agency, but the contract has not
actually been executed.

Funds ipvested in Capital ety - A reserve is established for net capital asscts
purchased by the Commission.

Reserved for FIRST 5 California Initiatives - A reserve is established for the total
future amounts the Commission will receive as part of @ guaranteed county
matching program.

Reserved for 1 ocal Initiatives_and Program Sustainabifity - A reserve has been
established for specific programs or projects in the current or future fiscal
years which meet certain criteria and funds which are to be used for the long
term sustainability of the programs.
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FIRST 5
SANTA CLARA COUNTY
STATEMENT OF REVENUES AND EXPENDITURES
For the Year Ended June 30, 2006

School Retention
Readiness Incentives
Revenue $ 1,188,590 3
[ixpenses 1,716,313 917,032
$ (521,723) v (917,032)

Basis of Presentation:

The accompanying Schedule of Revenues and Expenditures presents funds received and
expensed for Retention Incentives and School Readiness programs. This presentation is a
required schedule in accordance with fiscal audit guidelines issued by the state of California
Children’s and Families Commission.  Under this presentation, revenues are recognized
when ail eligibility requitements are met which coincides with State apportions and revenues
to the Commission and expenses are recorded when incurred.

See accompanying notes to sapplemental schedule.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE
WITH GOVERNMENT AUDITING STANDARDS

August 6, 2006

To FIRST 5 Santa Clara County
San Jose, California

We have audited the accompanying financial statements of FIRST 5 Santa Clasa County
{Commussion), as of and for the year ended June 30, 2006 and have issued our report thereon dated
August 6, 2006, We conducted our audit i accordanice with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, 1ssued by the Comptroller General of the United States.

Tnternal Controf over Vinancial Reporting
8

In planning and performmg our audit, we considered the Commission's internal control over
financial reporting in order to determine our auditing procedures for the purpose of expressing out
opinion on the financial statements and not to provide an opinion on the mmtemal control over
financial reporting.  Our consideration of the internal control over financial reporting would not
necessarily disclose all matters in the internal control over financing reporting that might be a
material weakness. A material weakness is 4 condition in which the design or opesation of one or
more of the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions. We noted no matters involving the internal
control over financial reporting and its operation that we consider to be material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the financial statements of the
Commission are free of material musstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could
have a direct and matesial effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards.



This report is intended solely for the information and use of FIRST 5 Santa Clara County and its
management and is not intended to be and should not be used by anyone other than these specified
parties.

BURR, PILGER & MAYER LLP

B“M‘f; Pl&éﬂ\\ﬁ Mayesr (f
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